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A. BACKGROUND - 
I n  1984 t h e  Agency f o r  I n t e r n a t i o n a l  Development s igned  t h e  Small Business  
Development P r o j e c t  (SBD) (No. 522-0205) with t h e  Government of  Honduras under 
which a t o t a l  o f  $721,000 i n  A I D  funds  e v e n t u a l l y  was o b l i g a t e d .  The P r o j e c t  
was des igned  t o  improve small b u s i n e s s  development i n  Honduras, g e n e r a t e  
employment and f u r t h e r  t h e  c o u n t r y ' s  ecouomic development g i v e n  t h e  problems 
and impor tance  o f  t h e  e n t e r p r i s e s  i n  t h e  economy, growing unemployment, t h e  
s t a g n a t i o n  of l a r g e  s c a l e  i n d u s t r y  and t h e  expanding p r i v a t e  s e c t o r  i n t e r e s t  
i n  h e l p i n g  small and medium s c a l e  e n t e r p r i s e s .  

I n  o r d e r  t o  i n c r e a s e  p roduc t ion  and employment i n  t h e  b u s i n e s s e s ,  t h e  p r o j e c t  
provided  a s s i s t a n c e  f o r  t h e  development of a  sou rce  of f i n a n c i a l  and t e c h n i c a l  
a s s i s t a n c e  f o r  small and medium s c a l e  e n t r e p r e n e u r s  i n  Honduras t h a t  had no 
a c c e s s  t o  t h e  banking system. For t h i s  purpose,  two Honduran p r i v a t e  
o r g a n i z a t i o n s  were chosen t o  implement t h e  p r o j e c t :  The F i n a n c i e r a  I n d u s t r i a l  
y Agropecuar ia  (FIA) a s  t h e  f i n a n c e  company and t h e  N a t i o n a l  Assoc ia t ion  of 
I n d u s t r i a l i s t s  (ANDI) as t h e  Techn ica l  Ass i s t ance  System Coordina tor .  

B. PROJECT GOAL AND PURPOSE: 

The g o a l  of  t h e  p r o j e c t  was t o  i n c r e a s e  product ion  and employment i n  smal l  and 
medium s c a l e  e n t e r p r i s e s .  

The purpose  of t h e  p r o j e c t  was t o  develop a s o u r c e  of a c c e s s i b l e  f i n a n c i a l  and 
t e c h n i c a l  a s s i s t a n c e  f o r  t londuras'  small and medium s c a l e  e n t r e p r e n e u r s .  By 
t h e  end of  t h e  p r o j e c t ,  a w e l l  managed sma l l  bus ines s  f i n a n c e  company was t o  

have  been e s t a b l i s h e d  and have developed a  l o a n  p o r t f o l i o  of L12.7 mi l l i on .  
I n  a d d i t i o n ,  a program t o  p rov ide  competent and a p p r o p r i a t e  t e c h n i c a l  
a s s i s t a n c e  t o  s m a l l  e n t e r p r i s e s  was t o  have been developed .  

C. PROJECT DESCRIPTION: 

The P r o j e c t  a c t i v i t i e s  were t h e  fol lowing:  

1. C r e d i t   skis stance f o r  Small  E n t e r p r i s e s  

F i v e  Honduran banks ag reed  t o  o rgan ize  and c a p i t a l i z e  a  commercial f i nance  
company c a l l e d  F i n a n c i e r a  I n d u s t r i a l  y Agropecuaria,  S.A. (FIA) wi th  an  
a u t h o r i z e d  c a p i t a l  o f  L2.0 m i l l i o n .  The f i v e  banks were Banco d e  Occidente,  



Banco de  10s Traba jadores ,  Banco HondureRo d e l  Caf6, Banco Financiers 
Centroamericana and Banco Mercan t i l .  FIA's purpose was t o  provide  c r e d i t ,  
s e r v i c e s ,  and f i n a n c i a l  a d v i c e  t o  small and medium s c a l e  e n t e r p r i s e s .  To 
assist  FIA i n  e s t a b l i s h i n g  i t s  c r e d i t  program, t h e  Government of Honduras 
agreed  t o  provide  t h e  l o c a l  cu r r ency  e q u i v a l e n t  t o  $4.0 m i l l i o n  through t h e  
Na t iona l  I n d u s t r i a l i s t  Fund (FONDEI) from a  S p e c i a l  Account e s t a b l i s h e d  under 
t h e  A.I.D. suppor ted  Economic Recovery Program. The funds  were provided t o  
FONDEI wi thout  i n t e r e s t  and FONDEI i n  t u r n  gave FIA a  twenty y e a r  l o a n  wi th  a n  
e i g h t  year  g race  pe r iod  a t  t h e  h i g h e s t  C e n t r a l  Bank d i s c o u n t  r a t e  which was 9 
pe rcen t .  The i n t e r e s t  ea rned  by FONDEL on i ts  l o a n  t o  FIA were used t o  cover  
t h e  c o s t  o f  t h e  Bus iness  A s s i s t a n c e  System. 

Under i t s  c r e d i t  program, FIA provided f i n a n c i n g  t o  p r i v a t e  e n t r e p r e n e u r s  i n  
t h e  i n d u s t r i a l ,  a g r i c u l t u r a l ,  commercial and s e r v i c e  s e c t o r s .  FIA's borrowers  
were s o l e  p r o p r i e t o r s ,  p a r t n e r s h i p s ,  c o r p o r a t i o n s ,  and c o o p e r a t i v e s  engaged 
i n ,  o r  who wished t o  s tart  i n d u s t r i e s  and s e r v i c e  s e c t o r  o p e r a t i c n s .  Loan 
funds  would be used f o r  expans ion  of  and new inves tment  i n  p roduc t ive  c a p a c i t y  
and working c a p i t a l  purposes.  Uses of funds  would i n c l u d e  o p e r a t i n g  c o s t s ;  
raw m a t e r i a l s ;  p r o f e s s i o n a l  s e r v i c e s ;  l e a s e h o l d  improvements; machinery; 

- 
equipment and s p a r e  p a r t s ;  and ,  under c a r e f u l l y  c o n t r o l l e d  c o n d i t i o n s ,  
v e h i c l e s  and b u i l d i n g s .  

2. Techn ica l  A s s i s t a n c e  For Small En t r ep reneur s  

Small and medium s c a l e  e n t e r p r i s e s  were found t o  be d e f i c i e n t  i n  management 
and t e c h n i c a l  s k i l l s .  S p e c i f i c a l l y ,  t h e s e  weaknesses were found t o  be i n  
r eco rd  keeping,  p l ann ing ,  marke t ing  and market a n a l y s i s ,  management and 
product ion  c o n t r o l s  and l e g a l  o r g a n i z a t i o n .  Thus, t e c h n i c a l  a s s i s t a n c e  would 
be provided through t r a i n i n g  and/or  management a s s i s t a n c e  i n  management t o o l s ,  
t r a i n i n g  and/or  mgnagement a s s i s t a n c e  i n  b u s i n e s s  p lanning ,  t e c h n i c a l  
i n fo rma t ion ,  l e g a l  a s s i s t a n c e  and v a l u a t i o n  of a s s e t s .  

a. The Bus ines s  A s s i s t a n c e  System (BAS) 

The Bus iness  A s s i s t a n c e  System (BAS) t h a t  would be developed throup?  t h e  
p r o j e c t  would s t a r t  by s u p p o r t i n g  i n s t i t u t i o n s  t h a t  had shown t h e i r  
i n t e r e s t  and  c a p a b i l i t y  i n  provid ing  s e r v i c e s  needed by s u l l  bus ines ses .  
The BAS would e s t a b l i s h  a permanent network of o r g a n i z a t i o n s  p rov id ing  
t e c h n i c a l  a s s i s t a n c e  t o  t h e  s m a l l  and medium-size e n t r e p r e n e u r s .  The BAS 
would g e n e r a t e  numerous c l i e n t s  f o r  FIA and provide i n d i v i d u a l  t e c h n i c a l  
a s s i s t a n c e  t o  them a s  w e l l .  

b. The T e c h n i c a l  A s s i s t a n c e  System Coordina tor  

The Coord ina to r  would a s s e s s  t h e  management, i n fo rma t ion ,  and t e c h n i c a l  
a s s i s t a n c e  need6 o f  small and medium e n t e r p r i s e s ,  f i n a n c e  t h e  a s s i s t a n c e  
a c t i v i t i e s  o f  t h e  i n s t i t u t i o n s  i t  would q u a l i f y  a s  s e r v i c e  p r o v i d e r s ,  
e v a l u a t e  t h e  e f f e c t i v e n e s s  of t hose  i n s t i t u t i o n s  and i n c r e a s e  r e s o u r c e s  
f o r  t h e  most e f f e c t i v e  o p e r a t i o n s ,  q u a l i f y  new o r g a n i z a t i o n s  t o  
p a r t i c i p a t e  i n  t h e  sys tem,  t r a i n  t h e  pe r sonne l  of and e n s u r e  c o o r d i n a t i o n  
among a l l  s e r v i c e  p r o v i d i n g  a g e n c i e s .  



An A I D  Grant  i n  t h e  amount of  $600,000 provided  i n  June 1984 wi th  a n  o r i g i n a l  
PACD d a t e  of  May 31, 1987. Subsequen t ly ,  A I D  i nc reased  t h e  amount by $200,000 
f o r  a  l i f e  o f  p r o j e c t  funding  of $800,000, and extended t h e  PACD t o  May 30, 
1988. The PACD was a g a i n  ex tended  t o  May 30, 1989 s o  a s  t o  c o n t i n u e  t o  fund 
ongoing p r o j e c t  a c t i v i t i e s  and i n s u r e  a  smooth phase i n  w i t h  t h e  Small  
Bus iness  I1 P r o j e c t  (SBII) .  

The Gran tee  Coun te rpa r t  C o n t r i b u t i o n  was t h e  e q u i v a l e n t  o f  $5,400,000 i n  l o c a l  
cu r r ency  which provided l o a n  funds  t o  FIA ($4,000,000 e q u i v a l e n t )  and program 
expenses  f o r  AND1 ($1,4OO,000 e q u i v a l e n t ) .  

- 

D. MAJOR OUTPUTS: 
r 

The o u t p u t s  l i s t e d  below a r e  drawn from FIA and ANDI's f i n a l  r e p o r t s  and a r e  
compared t o  p lanned  LOP t a r g e t s .  

PLANNED 
LOP 

1 

- 
ACCOMPLISHMENTS 
CUMMULATIVE OUTPUTS INDICATORS 

To i n c r e a s e  
p r o d u c t i o a  & 
employment 
i n  small- & 
medium- 
s i z e d  
e n t e r p r i s e s  

Finance company 
e s t a b l i s h e d  

Amount of r"IA1s 
l o a n  p o r t f o l i o  

Number of Loans 

Value-added t o  
n a t i o n a l  p r o d u c t i o n  

FIA's j obs  main ta ined  

FIA's i n c r e a s e  i n  
employment 

BAS p a r t i c i p a t i n g  
o ~ g a n i  za t i o n s  

Small- and medium- 
s i z e d  e n t e r p r i s e s  
r e c e i v i n g  t e c h n i c a l  
a s s i s t a n c e  

* PYME: PequeKa0y Mediana Empresa 



E. INPUTS: 

AID would provide  $600,000 i n  Grant Funds. By t h e  PACDj ; h i s  amount was 
i n c r e a s e d  t o  $800,000. The Grantee Coun te rpa r t  Con t r ibu t ion  was t h e  
equ iva l en t  of $5,400,000 i n  l o c a l  cur rency .  

F. OUTPUTS PLANNED BUT NOT ACCOMPLISHED: 

Only one impor tan t  planned ou tpu t  was not  accomplished under t h e  p r o j e c t .  FIA 
reached  a  l oan  p o r t f o l i o  l e v e l  of L9.2 M i l l i o n  i n s t e a d  of t h e  planned L.12.7 
M i l l i o n .  USAID/H assumed t h a t  FIA would r e c e i v e  L4,000,000 from i t o  
s h a r e h o l d e r s ,  i n  t h e  form of  l o a n s  f o r  c o f i n a n c i n g ,  t o  i n c r e a s e  i t s  p o r t f o l i o .  
However, t h i s  c q f i n a n c i n g  mechanism d i d  n o t  prove  t o  be f e a s i b l e  under t h e  
p r o j e c t  . 

FINANCIAL STATUS: 

The t o t a l  d o l l a r  amount au tho r i zed  and o b l i g a t e d  was $800,000. The t o t a l  
d o l l z r  amount d i s b u r s e d  was $720,916 and t h e  t o t a l  d o l l a r  amount t o  be 
d e o b l i g a t e d  i s  $79,084. The t o t a l  ESF Lempira amount au tho r i zed  and o b l i g a t e d  
was L.11,127,000; L.2,000,000 were from P r o j e c t  No. 522-ESF-0283 and 
L.9,127,000 were from P r o j e c t  No. 522-ESF-0230. The t o t a l  ESF Lempira m o u n t  
d i s b u r s e d  was L.11,100,200. 

H. ADJUSTMENTS I N  PROJECT DESIGN: 

I n  1986, FIA proposed t h a t  i t  be allowed t o  e s t a b l i s h  an i n t e r e s t  rate p o l i c y  
which would be more c o m p e t i t i v e  i n  t h e  market and respons ive  t o  i t s  t a r g e t  
g roup ,  wi thout  having  t o  main ta in  a  minimum e i g h t  po in t  spread  as s t i p u l a t e d  
i n  t h e  o r i g i n a l  p r o j e c t  agreement.  On September 9 ,  1986 A I D  a u t h o r i z e d  FIA t o  
s e t  t h e i r  own i n t e r e s t  r a t e s  c o n s i s t e n t  w i t h  c u r r e n t  market r a t e s .  

As a  r e s u l t  of a n  i n t e r i m  e v a l u a t i o n  of t h e  p r o j e c t ,  by Nathan Assoc ia t e s ,  
I n c . ,  on August 21, 1987,  A I D  amended t h e  Small  Businec;s Development Agreement 
t o  e l i m i n a t e  t h e  f i n a n c i a l  l i nkage  between FIA and ANDI. ANDI would no l o n g e r  
r e c e i v e  the  sp read  g e n e r a t e d  by the  l o a n  t h a t  FONDEI made t o  FIA. FIA would 
now be a u t h o r i z e d  t o  u s e  t h i s  spread  f o r  t e c h n i c a l  a s s i s t a n c e  and t h e  
e x e c u t i o n  of o t h e r  s u b p r o j e c t s  developed by FIA and agreed t o  by A I D .  Thia  
enab led  FIA t o  s t a r t  up  i t s  own t e c h n i c a l  a s s i s t a n c e  u n i t .  ANDI would 
c o n t i n u e  t o  deve lop  t h e  BAS f o r  o t h e r  micro  and smal l - sca le  b u s i n e s s  
o r g a n i z a t i o n s  and  worild r e l y  on GOH g r a n t  funding.  

I. RESULTS OF EVALUATIONS: 

O v e r a l l ,  t h e  Nathan e v a l u a t i o n  on t h e  Smal l  Bus ines s  P r o j e c t  (No. 522-0205) 
i n d i c a t e d  t h a t  FIA was a sound f i n a n c i a l  i n s t i t u t i o n  which ope ra t ed  i n  a 
f i n a n c i a l l y  r e s p o n s i b l e  and c o n s e r v a t i v e  manner. The e v a l u a t i o n  a l s o  
i n d i c a t e d  t h a t  t h e  PYME u n i t  i n  ANDI had a good a d m i n i s t r a t i v e  system c o n t r o l  
and had shown a l o t  o f  p rog res s  towards t h e  s m a l l  bus iness  s e c t o r  a t  bo th  t h e  
program and i n s t i t u t i o n a l  l e v e l .  Both FIA a i ~ d  PYME1s s t a f f  were cons ide red  
h i g h l y  q u a l i f i e d .  



Bellow are t h e  most impor t an t  recommendations o f  t h e  Nathan E v a l u a t i o n  t h a t  
were approved by t h e  Mission: 

1. Complete t h e  s e p a r a t i o n  of FIA and ANDI/PYME a c t i v i t i e s .  

2. Undertake a  market a n a l y s i s  t o  de t e rmine  market segment and n i c h e  f o r  FIA. 

3.  Charge i n t e r e s t  r a t e s  t o  r e f l e c t  FIA's c o s t  of money and on-lend a t  
c o m p e t i t i v e  r a t e s .  

4. I n v e s t i g a t e  t h e  f e a s i b i l i t y  of opening a  window f o r  small b u s i n e s s  and 
micro  p roduc t ion  e n t e r p r i s e s  i n  FIA. 

5 .  Develop t h e  planned cof  i n a n c i n g  wi th  FIA sha reho lde r s .  

6. Vest  f i n a l  a u t h o r i t y  f o r  a p p r o v a l  of  l oans  of L 100,000 o r  l e s s  i n  FIA 
management. 

7. Develop l o a n  performance i n c e n t i v e s  and d i s i n c e n t i v e s  t o  d e c r e a s e  l o a n  
a r r e a r a g e s ;  e s t a b l i s h  p o l i c y  and  procedures  f o r  w r i t i n g  o f f  bad deb t s .  

8. S t a n d a r d i z e  FIA f i n a n c i a l  s t a t e m e n t  requi rements  t o  i n c l u d e  d a t a  
s u f f i c i e n t  t o  c a l c u l a t e  t h e  f i n a n c i a l  and economic r a t e s  of r e t u r n .  

9. Develop a  long-term s t r a t e g i c  p l a n  f o r  PYME t o  s e t  program p r i o r i t i e s ,  
de t e rmine  t e c h n i c a l  a s s i s t a n c e  needs  and d i v e r s i f y  s o u r c e s  of funding.  

10. Redef ine  PYME j ob  d e s c r i p t i o n s  t o  match a c t u a l  d u t i e s  and team approaches  
used;  deve lop  s t a f f  t r a i n i n g  p l a n .  

11. S t r e n g t h e n  t h e  PYHE i n t e r o r g a n i z a t i o n a l  network by ( a )  o f f e r i n g  management 
a s s i s t a n c e  t o  PVO's and ( b )  j o i n t  cou r se  o f f e r i n g s  f o r  b e n e f i c i a r i e e .  

12.  Encourage a  more a c t i v e  r o l e  on  t h e  p a r t  of PVO's i n  c l i e n t  and s t a f f  
development needs,  assessment ,  c o u r s e  des ign  and implementat ion i n  t h e  
PYME program. . 

A l l  t h e  above recowmendations have  been c losed  except  f o r  item No. 5 which 
r e f e r s  t o  c o f i n a n c i n g  wi th  FIA s h a r e h o l d e r s  and which was no t  c o n s i d e r e d  
f e a s i b l e  under t h e  p r o j e c t  . 
J. SUMMARY OF LESSONS LEARNED: 

I n  o r d e r  t o  p reven t  s low p r o j e c t  s t a r t - u p  and o t h e r  problems, AID shou ld  
e n s u r e  t h a t  t h e  e x e c u t i n g  a g e n c i e s  have e s t a b l i s h e d  development programs 
and have  s t r o n g  management t r a c k  r e c o r d s ,  t h a t  they a r e  s t r o n g  
i n s t i t u t i o n a l l y  and  t h a t  t h e y  p a r t i c i p a t e  i n  p r o j e c t  d e s i g n .  FIA was a 
newly c o n s t i t u t e d  f i n a n c e  company and ANDI had no e s t a b l i s h e d  development 
programs p r i o r  t o  t h i s  P r o j e c t .  Under t h e s e  c i rcumstances ,  t h e  need t o  
d e f i n e  i n t e r n a l  p rocedures  and n e g o t i a t e  agreements wi th  s e v e r a l  
o r g a n i z a t i o n s  was time consuming. No f e a s i b i l i t y  s tudy  reviewed A N D I 1 s  
i n s t i t u t i o n a l  c a p a c i t y  t o  manage t h e  PYME p r o j e c t  and ANDI d i d  n o t  
p a r t i c i p a t e  i n  t h e  e a r l y  d e s i g n  phase of t h e  p r o j e c t .  



2 )  Many times, t h e  PYME Committee members have appeared  t o  be more i n t e r e s t e d  
and committed t o  sma l l  u u s i n e s s  development t h a n  t h e  m a j o r i t y  of  t h e  ANDI 
members. Th i s  i s  probably  because PYME was c r e a t e d  by ANDI  i n  response  t o  
on A I D  i n i t i a t i v e .  I d e a l l y ,  AID should  suppor t  programs t h a t  grow o u t  of 
t h e  commitment of  a  group. 

3)  S i n c e  t h e  PADF Advisor ' s  c o n t r a c t  was w i t h  A I D  and h e  was no t  paid by 
ANDI/PYME, h e  was no t  a c c o u n t a b l e  and r e s p o n s i b l e  t o  ANDI. Th i s  l e d  . t o  
some con fus ion  r ega rd ing  t h e  a d v i s o r ' s  r o l e  and r e s p o n s i b i l i t i e s .  I n  t h e  
f u t u r e ,  A I D  should  a l l o w  more involvement o f  t h e  NGO i n  w r i t i n g  t h e  j o b  
d e s c r i p t i o n s  and f i n a l i z i n g  a l o c a l  c o n t r a c t  between t h e  a d v i s o r  and t h e  
h o s t  o r g a n i z a t i o n .  AID shou ld  a l s o  p rov ide  f o r  some in-country c o s t s  t o  
be p a i d  d i r e c t l y  by t h e  h o s t  o r g a n i z a t i o n .  


